International 
Marketing Information 
Series 


44 
Sis a’ 


Foreign Economic Trends 
and Their Implications 
for the United States 


NOVEMBER 1982 


MOZAMBIQUE 


FET 82-106 
Frequency: Annual 
Supersedes: 80-026 


nED BY 
7AN EMBASSY MAPUTO 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Av-'lable by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual 
subscription, $55. Foreign mailing, $13.75 additional. Single copies, $1.50, available from Publications 
Sales Branch, Room 1617, U.S. Department of Commerce, Washington D.C. 20230. 





x 


MOZAMBIQUE: _ KEY ECONOMIC INDICATORS 


(All figures in million $US Exchange Rate: $1.00= 
unless otherwise indicated) 36 Mozambique Meticals 


1980 1981 


GNP at market prices 1,700(E) 1,760 
GNP per capita 140(E) 140(E) 
Population (in millions) 12.1(G) 12.6(G) 


FINANCE (G) 
Money supply 
Currency notes in circulation 
Commercial interest rate 
Foreign public debt 
BALANCE OF PAYMENTS (UN) 
Merchandise Trade (UN) 

Imports 

Exports 

Balance 

Invisible Items 

Payments 


Receipts 
Balance 


Capital Accounts 


Payments 
Receipts 
Balance 


Overall Balance -185.1 -187.6 


Port Tonnage Handled (UN) 10,122 %,604(E) 
(thousand metric tons) 


Main Imports from the United States in 1981 (USDOC) (in millions of dollars) 
Wheat (3.7); corn (1.8); fertilizers (1.2); tractors(.3); work trucks, 
self-propelled (forklift) (.1); parts, aircraft (1.8); yarn and thread (.3); 


locomotive parts (.9). 


SOURCES: United Nations Annual Report (UN); U.S. Department of Commerce 
Statistics (USDOC); Mozambique Government Sources (G); Embassy Estimates (E). 





ECONOMIC OVERVIEW 


With the independence of Zimbabwe and disengagement from its 
neighbor's civil conflict, the Government of Mozambique was 
able, in 1980-81, to focus more attention on its domestic 
economic development. Electrification of the center-north 
region of the country, improvement of agricultural production, 
rehabilitation of neglected road, rail and port facilities, 
expansion of hydroelectric output, renewal of internal and 
regional communications networks, and intensified natural 
resource development emerged as Mozambique's major 
developmental priorities. However, two years of localized 
drought and floods, failure to increase significantly 
agricultural and industrial output, greater-than-anticipated 
obstacles to revival of transport networks, shortfalls in 
service sector earnings, and persistent shortages of raw 
materials, spare parts, and necessary skills, combined to 
retard national economic progress. 


Mozambique faces serious balance of payments deficits and 
foreign exchange shortages, and tight import restrictions on 
all but the most essential needs are in effect. Tense 
relations with South Africa and a serious insurgency in central 
and southern Mozambique have exacerbated economic difficulties, 
generated domestic insecurity, and again diverted government 
attention and resources from economic priorities. 


BALANCE OF PAYMENTS 


Since the Government does not publish comprehensive data, 
Mozambique's balance of payments position is impossible to 
assess accurately. From the available data, however, it is 
certain that the country confronts a critical balance of 
payments situation. Information provided to the United Nations 
indicates that 1980 earnings from exports were about $331 
million while the country's import bill stood at about $650 
Million. Earnings from the service sector were only $114 
million, resulting in an overall deficit of $205 million. 
Mozambique incurred a deficit of $168 million in 1979 and an 
estimated deficit of $187 million in 1981, which gives the 
country a cumulative balance of payments deficit of at least 
$560 million over the last three years. 


Nearly sixty percent of Mozambique's export earnings are 
derived from five agricultural products. A decline in world 
prices for several of these commodities, e.g. sugar, combined 
with lower domestic production, have hurt export earnings. On 
the other hand, Mozambique's imports have almost doubled since 
1976, reflecting the country's heavy reliance on foreign 
purchases of petroleum, food, raw materials, industrial 
machinery and spare parts. In 1980, for example, nearly 50 
percent of Mozambican imports were petroleum and equipment. 
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Present indications are that the balance of payments deficit 
could increase substantially in 1982 due to an anticipated 
decline in sugar and cashew exports and a likely increase in 
food imports, Traditionally, Mozambique has covered its 
deficits with earnings from the service sectors, primarily 
transit services and labor remittances, but receipts from 
invisibles are not expected to increase dramatically in the 
near term. Exchange reserves, which reportedly reached a high 
of $250 million in 1977, are not thought to be substantial. 
Deficit coverage may therefore continue to be dependent upon 
external indebtedness and foreign aid until service sector 
earnings increase and/or commodity exports improve. 


According to UN figures, Mozambique's external debt in 1980 was 
$454 million. Many observers, however, believe that is a 
conservative figure. Mozambique, nonetheless, has honored all 
of its credit commitments since independence. Mozambique does 
not belong to the World Bank, the International Monetary Fund, 
nor is it a party to the Lome Convention with the EEC. 


BUDGET 


According to official government statistics, Mozambique's 
combined state budget for 1981 exceeded one billion dollars. 
Recurrent expenditures totaled $523 million while the 
investment budget accounted for more than $661 million. 
Revenues for recurrent expenditures were $448 million, leaving 
a deficit of $75 million. The investment budget was said to be 
balanced. 


The 1981 recurrent budget included expenditures for health and 
education ($151 million), defense and security ($157 million), 
provincial and local government ($109 million), public debt 
financing, subsidies, reserves, and other state expenditures 
($106 million). Recurrent 1981 expenditures were about 10 per- 
cent higher than in 1980 as a result of a higher level of 
spending for health and education programs and the creation of 
additional state agencies for economic management. 


The 1981 expenditures for national investment were 43 percent 
higher than in 1980. Slightly more than 80 percent of the $661 
million budget was derived from domestic financing, including 
state revenues, parastatal financing, and central bank loans, 
while 19 percent was generated from external grants and 
Credits. Major investment allocations were to industry and 
energy ($183.5 million), agriculture ($126.2 million), ports 
and surface transportation ($120 million), public works and 
housing ($94.5 million), and the Limpopo-Incomati Agricultural 
Development Program ($57.2 million). The remainder ($79.8 
million) was allocated to development programs in fisheries, 
coal and hydrocarbons, post and telecommunications, civil 
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aviation, health, education, and other state and parastatal 
sectors. 


The projected deficit for 1982 is $82 million, which may create 
additional pressures on government controlled prices and the 
balance of payments. 


TRADE 


Over the last several years Mozambique has sought to increase 
and diversify its trade relations with its nominal socialist 
allies, especially the Soviet Union and the German Democratic 
Republic. However, the bulk of its trade has remained with 
Western countries, particularly Portugal, Holland, Britain, 
Italy, Brazil and the United States. Commercial relations with 
these and other Western nations have been facilitated by 
favorable lines of credit and terms of repayment. Trade with 
Zimbabwe has increased, and because of its proximity and 
traditional commercial links, South Africa has remained a major 
source of goods, raw materials, services and equipment for the 
Mozambican market. 


Mozambique's leading exports are sugar, cashew nuts and oil, 
cotton, tea and shrimp. Leading imports are equipment, 
(mechanical, electrical and transport), petroleum, spare parts, 
industrial and agricultural raw materials, and consumer goods. 


In 1981, the value of exports is estimated at roughly $387 
million while imports totaled approximately $706 million. The 
volume of traditional exports declined in 1981 due to internal 
problems of transport, labor and raw material shortages, 
insurgent activities, and adverse weather conditions. 


The United States is the leading market for Mozambique's two 
most important exports, sugar and cashew nuts. In 1980, 
exports to the United States attained their highest level since 
independence ($113 million) and U.S.-origin imports more than 
doubled to $69 million. Bilateral trade -- $88 million in 
exports, $35 million in imports -- was not as favorable in 
1981. The Export-Import Bank has a modest exposure in 
Mozambique, primarily for the purchase of diesel locomotive 
components, sugar production equipment, tractors and loading 
equipment. 


INVESTMENT 


Decree Law 18/77 of April, 1977 has remained the basic 
legislation governing foreign investment. The law has been 
criticized for its ambiguity and lack of detail, and is an 
apparent obstacle to greater foreign investor interest in 
Mozambique. The government has disclaimed the need for a more 
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specific investment code, and has enunciated a case-by-case 
approach toward potential foreign investment. Each investment 
will be considered on its individual merits, and specific 
investment incentives will be granted on the basis of the 
perceived importance of the activity to the national interest. 
The terms of investment will be subject to negotiation before 
agreement is concluded. 


In the past two years, the government has accelerated its 
efforts to attract foreign investment. Sponsorship in 1980 of 
a Business International Investment Conference in Maputo, and a 
senior-level participation in an African-American Institute 
Investment Seminar held in Boston later in the year were but 
two examples of the government's more active approach. In 
October, 1981, Mozambique published a new Petroleum Activity 
Law designed to clarify the government's policy toward foreign 
investment in petroleum and natural gas development. In August 
1981, an official communique was issued inviting Mozambican 
nationals in neighboring countries to return and invest ina 
broad range of economic activities. These efforts, however, 
have not yet resulted in any major new investment in Mozambique. 


The only U.S. direct investment in Mozambique is a small 
General Tire equity share in a Mozambican tire factory, Mabor 
de Mocambique. Since its opening in 1979, Mabor has 
significantly expanded production and now exports to 
neighboring countries. General Tire also has a technical 
assistance agreement with the company, and a team of production 
experts is permanently stationed at the plant. In 1982, 
Mabor's production was slowed by raw material shortages, but 
the company continues to be praised by the government as a 
model example of foreign participation in Mozambique's economic 
development. 


AGRICULTURE 


Mozambique's agricultural production was particularly hard hit 
during the past two years by severe drought and/or flood 
conditions in almost all regions of the country. This has 
contributed to two consecutive years of poor harvests, 
prompting the government in both 1981 and 1982 to appeal for 
international humanitarian food assistance to meet its domestic 
consumption requirements. Cereal needs for 1982-83 are 
projected to be 544,000 tons, only 364,000 of which can be 
covered by government commercial purchases. 
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The failure to increase agricultural production has 
precipitated a more critical evaluation of national 
agricultural policy. State farms, which have been paramount 
among Mozambique's agricultural priorities, have been 
particularly unsuccessful in meeting production targets and 
have been sharply criticized by the leadership for their lack 
of productivity and mismanagement. This poor performance, 
however, has, from most indications, not significantly altered 
the government's commitment to large, highly mechanized, 
capital-intensive and government owned units. Several new 
state farms are being planned. The government's goal is to 
establish at least one state farm in each of Mozambique's ten 
provinces over the next decade. 


For the more than 90 percent of Mozambique's population engaged 
in family farming or subsistence agriculture, the government 
has adopted a policy of "Socialization of the countryside," 
involving the encouragement of communal villages and 
agricultural cooperatives. While less emphasis has been placed 
On cooperatives, more than 10 percent -- 1.2 million 
inhabitants -- of the rural population is reportedly now 
Organized in communal villages. 


Specific, long-term programs for improving production and 
marketing of traditional agricultural exports, such as tea, 
sugar, citrus, and cashews, have been formulated. Financial 
and technical support for these efforts has been received from 
the African Development Bank and Fund, the Kuwait Fund, UN 
agencies and from bilateral assistance programs. The 
Mozambique-Nordic Agricultural Program (MONAP) has continued to 
finance many of the agricultural and forestry development 
programs in Mozambique. Foreign experts from Eastern and 
Western Europe, the People's Republic of China, Cuba, Brazil, 
India and the UN Food and Agricultural Organization (FAO), are 
providing advice and expertise to the agriculture and farming 
sectors. 


In January 1982, the government approved significant producer 
price increases for several staple foods, and in 1980 
introduced a national minimum wage for agricultural laborers in 
an effort to enhance incentives for increased agricultural 
production. 


RESOURCES AND ENERGY 


Mozambique is believed to have varied and abundant mineral 
resources, possible commercial reserves of oil and natural gas, 
and a promising hydroelectric potential. Efforts to assess and 
develop these natural resources, however, have only recently 
begun, and the government's resource development policies are 
still preliminary. 
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In 1980, the Mozambican Government announced an ambitious 
program to double the 1,750 megawatt power-generating capacity 
of the Cabora Bassa Hydroelectric Complex. The project, 
estimated to cost $2.5 billion, has apparently been shelved 
because of insurgent action directed against Cabora Bassa and 
difficulties in attracting capital investment. A number of 
smaller hydroelectric schemes have been proposed for southern, 
central and northern Mozambique, but most are still ina 
pre-implementation stage. 


An equally ambitious program to inventory Mozambique's mineral 
resources was commissioned during the last two years. The 
Italian firm, Aquator Spa, is undertaking a three year minerals 
Survey in Zambezia and Nampula Provinces, and France's 
Compagnie Generale Geophysique (CGG) and Bureau de Recherches 
Geophysigque et Minieres are prospecting in Niassa and Cabo 
Delgado Provinces. Hunting Geology and Geophysics, a British 
firm, has been commissioned to conduct one of the government's 
most extensive prospecting programs in Zambezia, Tete, Sofala 
and Manica Provinces. The Soviet Union is involved in minerals 
prospecting in central and northern Mozambique, and in 1981 
Signed an agreement with the government to assist in mining and 
processing precious and semi-precious stones. The United 
Nations also supports a number of programs in minerals research 
and mapping. 


In 1981, the Mozambique Government announced a program of 


offshore and onshore petroleum exploration. Western 
Geophysical of Houston, Texas, conducted a 12,000 kilometer 
seismic survey along Mozambique's coast south of Beira. 
Norway's Geophysical Company (GECO) completed a similar 
offshore study north of Beira to the boundary with Tanzania. 
Results of these studies will be made available in 1982 to 
companies interested in applying for exploration rights. A 
reportedly promising onshore CGG aeromagnetic survey of the 
Rovuma River Basin along the northern frontier has also been 
completed and survey data are now available. The government's 
recent promulgation of petroleum legislation created a more 
stable and specific framework for foreign companies interested 
in petroleum development in Mozambique. 


France's CGG and the London-based subsidiary of Fluor 
Corporation are conducting feasibility studies of the extent, 
development potential, and possible use of known reserves of 
natural gas in Inhambane Province. In addition, the government 
has announced its intention to undertake further natural gas 
explorations in central Mozambique. 
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Mozambique plans to introduce open pit operations at its 
Moatize coal mine in Tete Province, and a pilot project has 
reportedly been started. Production at Moatize is currently 
less than 500,000 metric tons per annum, but proven reserves 
are said to be about 400 million tons. The rail line linking 
Moatize with the port of Beira is in poor condition and is a 
major constraint on increased exports, even at current 
production levels. The CPEC Fund for International Development 
has announced a $2.3 million loan to Mozambique to finance coal 
exploration and development studies in Mavundzi region of Tete 
Province. These studies are being co-financed by the Brazilian 
Government which will supply equipment, technology, and project 
personnel. 


In 1982, a team of Soviet geologists reported probable reserves 
of 200 million metric tons of low-to-medium grade coal in 
Mozambique's Niassa Province. 


The Government of India has agreed to study with Mozambique the 
Viability of a national aluminum industry based on Mozambican 
energy and Indian raw materials, technical expertise, and an 
assured future export market. An Italian consortium has been 
awarded a contract to study the technical feasibility of 
smelter construction, transport arrangements, and marketing 
outlets. 


TRANSPORTATION 


Mozambique has played a leading role in the Southern African 
Development Coordination Conference (SADCC). Maputo was 
designated as the headquarters of the Southern African 
Transport and Communications Conference (SATCC), and Mozambique 
has been given the primary role for coordinating regional 
transport cooperation and development among the nine SADCC 
countries. A number of rail, road and port development 
projects for Mozambique were put forward within SADCC and 
prospective project sponsors identified. The Nordic countries, 
Holland, Britain, France, Canada, Italy and Portugal have shown 
interest in the SADCC programs for Mozambique. 


There appears to be a general recognition among regional users 
and international supporters alike that Mozambique is the key 
to improved regional transport flows which now are heavily 
dependent on South African facilities. Major operational, 
equipment and structural improvements are planned for the 
country's three major ports at Maputo, Beira and Nacala. The 
Dutch Government has recently completed a major rehabilitation 
study at Beira, and Holland will finance many of the needed 
improvements. Britain has pledged to realign and refurbish the 
Mozambique section of the Beira-Harare rail line, and a 
quadrapartite agreement among France, Canada, Portugal and 
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Mozambique is reportedly nearing a decision for improving the 
rail link between the Malawi frontier and the port of Nacala. 
Italy has discussed rehabilitation of the rail line and road 
connecting Mozambique and Swaziland. 


Mozambique has resumed its traditional role as a transit center 
for Zimbabwean imports and exports and now handles an estimated 
25 to 50 percent of Zimbabwe's total annual sea traffic. The 
Mozambique-Zimbabwe (Beira-Mutare) oil pipeline began operation 
in June, 1982. 


Land transport still suffers from a lack of vehicles, spare 
parts and maintenance. Roadways are showing increased signs of 
deterioration. Public transport in the cities is inadequate, 
although a new fleet of 200 British Leyland buses may improve 
the situation somewhat when received in Maputo and Beira. 
Efforts are underway to upgrade coastal shipping and several 
small coastal vessels have been acquired from Spain. 


Mozambique continues to be interested in aircraft purchases for 
its regional and international routes. The state company 
Transportes e Traballhoes Aereos (TTA) has recently purchased 
several British short-haul passenger planes, and has indicated 
a need for scores of agricultural aircraft for future crop 
spraying operations. 


INSURGENT ACTIVITIES AND DEVELOPMENT 


The activities of anti-government forces have had a serious 
impact on Mozambique's economic development. Internal rail and 
road transport has been seriously disrupted. Mozambique's 
economic links with neighboring countries, especially the 
Cabora Bassa transmission lines, the Beira-Mutare oil pipeline, 
and rail and road links with Zimbabwe and Malawi, have become 
targets of sabotage. Damage or destruction of existing 
facilities, such as bridges, railways, and transport vehicles, 
has been costly and has retarded normal economic activities. 


The climate of insecurity generated in some areas has impeded 
progress on several internationally-sponsored development 
projects and programs. Anti-government activities have also 
had an adverse impact on domestic agricultural production and 
marketing, and have been the major cause of the less than full 
exploitation of transport ties between Mozambique and Zimbabwe. 


IMPLICATIONS FOR THE UNITED STATES 


In 1980, among sub-Saharan African countries, Mozambique was 
the fifteenth largest source of U.S. imports and the twelfth 
largest market for U.S. exports. Trade declined in 1981, but 
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Mozambique continued to build upon its favorable trade balance 
with the United States. Mozambican officials have indicated a 
desire to redress this trade imbalance, and have shown a 
serious interest in importing more U.S.-origin goods and 
services. Although this attitude presages potentially greater 
U.S. trading opportunities in the future, at present, there are 
serious obstacles to increased U.S. exports to Mozambique. 


Current U.S. commercial opportunities are limited by 
Mozambique's shortage of foreign exchange and consequent import 
restrictions. U.S. firms are at a competitive disadvantage 
relative to many of their European counterparts who benefit 
from often substantial government-to-government lines of 
credit. Doubts about Mozambique's current financial health 
have generated reservations among some potential sources of 
U.S. financing. Moreover, most U.S. companies are not 
attracted by barter arrangements which are favored by Socialist 
countries in their trading relations with Mozambique. 


U.S. companies with subsidiaries or branches in neighboring 
countries, e.g. Zimbabwe, Kenya, and South Africa, have, 
because of their proximity, registered some success in 
penetrating the Mozambique market. These firms could intensify 
their marketing efforts through more direct contacts with 
Mozambican enterprises. 


Discovery of commercially exploitable minerals, oil and natural 
gas could open potentially attractive investment opportunities 
for American natural resource developers. Investment 
opportunities also exist in fisheries, large-scale agriculture 
for export, forestry management and development, and possibly 
hydroelectric power generation. Realization of the SADCC 
vision of Mozampique as the transit gateway for Southern 

Africa could engender potentially large opportunities for U.S. 
exporters of port, rail and road equipment. 


Best current opportunities for commercial exports are 
locomotive components and railway equipment, grains, 
fertilizers, industrial chemicals, commercial and agricultural 
aircraft, mobile loaders, cranes and earth-moving equipment, 
Pharmaceutical supplies, diesel motors, and agricultural 
equipment. 


The government's professed Marxist-Leninist orientation has not 
been a major obstacle to doing business with Mozambique. A 
centralized commercial environment characterized by state 
trading companies is alien to most U.S. business 
representatives but has not hindered development of commercial 
relations. Concern about Mozambique's tight foreign exchange 
situation, occasional difficulties in obtaining visas, 
shortages of available government, management, and technical 
personnel, and the unavailability of economic and statistical 
data have been impediments to greater commercial exchange. 
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